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In  prior  reports,^  we  recommended  that  the  Army  reduce  its  inventory 
levels  at  its  retail  activities  (divisions)  by  not  stocking  items  that  were 
requested  infrequently.  The  Army  generally  agreed  with  our 
reconunendations,  and  Army  retail  level  activities  reported  to  the 
Department  of  the  Army  that,  between  October  1992  and  May  1993,  they 
had  reduced  their  inventory  levels  by  about  $42  million. 


This  report  evaluates  the  progress  the  Army  has  made  toward  reducing  its 
inventory  levels  for  irhrequently  requested  items  and  determines  whether 
additional  actions  are  required  to  streamline  the  Army’s  inventory  systems 
at  the  divisions.  The  scope  and  methodology  of  our  review  are  discussed 
in  sq)pendix  L 


Background 


As  of  September  1993,  the  Army  had  about  $3.3  billion  of  inventory  at  its 
retail  level  activities.  This  represents  a  decrease  from  about  $4  bilhon  as  of 
September  1991.  Hie  five  divisions  in  our  review  had  authorized  inventory 
levds  for  common  items  valued  at  $234.2  million.  Common  items  refer  to 
parts  for  track  and  wheel  vehicles  and  other  stqiport  equipment  and 
accounts  for  the  vast  rmgorily  of  a  division’s  inventory. 

Common  items  are  categorized  as  either  demand-based  or 
nondemand-based.  Demand-based  items  are  those  demanded  by  division 
custmners  at  least  3  times  in  a  12-month  period.  Nondemand-based  items 
do  not  need  a  minimum  number  of  requests  in  order  to  be  stocked. 
Nondemand-based  inventory  consists  of  items  that  the  units  stock  (1)  at 
the  direction  of  the  Army,  (2)  at  their  own  discretion,  and  (3)  to  siq>port 
newly  fielded  systems.^ 


'Annyinvmtoty.  Fewer  ItwM  Should  Be  Stocky  at  the  Dt^onto^  (GAO/NaAD.91'218,  July  24, 
1991)  and  Arntylnventoiy-  DivisionB’ Authorized  levels  of  Demand-Baaed  Iteins  Can  Be  Reduced 
{GA0/NSIAI>«W)9,  Oct.  20, 1992). 
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Results  in  Brief 


The  five  Anny  diviaioiis  reduced  their  authorized  inventory  levels  by  about 
$30  million  between  1992  and  1993.  These  same  divisions  had  about 
$106  million  of  authorized  inventory  that  contributed  little  toward  meeting 
the  needs  of  their  customers  because; 
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$46.9  million  was  invested  in  inventory  items  that  had  two  or  fewer 
demands  during  the  previous  12  months.^  hi  fact,  $36.9  million  of  these 
items  had  no  recpiests. 

$61  million  was  hmsted  in  inventcury  that  accounted  for  only  11  percent  of 
the  items  issued  to  the  divisions*  customers.  Ihis  raises  the  question  of 
vdiether  the  Army  can  affcwd  to  invest  millions  of  dollars  in  inventory  at 
the  retail  level  tlmt  contributes  little  toward  satisfying  the  needs  of  its 
custcxners. 

Studies  performed  ly  the  Army  have  shown  similar  results  concerning  the 
large  number  of  inventmy  items  that  are  infirequendy  demanded  and 
contribute  little  toward  i^toving  stqpply  re^ionsiveness.  These  studies 
tecMnmended  that  infrequently  demanded  items  be  removed  fiom  the 
authorized  inventcxies  and  that  the  criteria  for  determining  what  items 
diould  be  stocked  be  leevalaated 
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Divisions  Are 
Continuing  to  Stock 
Many  Items  That  Have 
Few  or  No  Demands 


Fiscal  year  1993  data  showed  that  the  five  divisimis  were  authmized  to 
stock  items  valued  at  about  $234.2  million.  This  represents  a 
reducCi<m  Axhu  fiscal  year  1992  authorized  inventmy  levc^  of 30,863  items 
valued  at  $263.8  million,  as  shown  in  table  1. 
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Authoitasd  atock  Mama  Authorizad  atoek  vakia 


DMalona 

1992 

1993 

1992 

1993 

1st  Infantry 

5,661 

4,320 

$43.3 

$30.6 

1st  Cavalry 

5,544 

5,371 

63.0 

70.3 

2nd  Armored 

6,121 

6,669 

41.5 

43.1 

4th  Infantry 

6,171 

6,217 

40.0 

43.9 

24th  Infantry 

7,366 

4,098 

76.0 

46.3 

Total 

30,993 

29,975 

$2«3A 

$234.2 

*See  appemSx  m  for  a  breakdown  ttie  148.9  miltton  by  demand-tMaed  and  nondemand-lnaed  items. 
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Althou^  the  divisions  decreased  the  amount  of  infrequently  requested 
items  between  1992  and  1993,  they  continue  to  stock  a  significant  amount 
of  these  items.  In  1992,  the  five  divisions  had  $70.6  million  of  authorized 
inventory  that  was  requested  fewer  than  3  times  during  the  previous 
12  months.  Of  this  total,  $51.7  million  was  not  requested  at  all  during  this 
period. 

In  1993,  the  five  divisions  continued  to  stock  $46.9  million  of  authorized 
inventory  that  had  been  requested  fewer  than  3  times  during  the  previous 
12  months.  Of  the  $46.9  million,  $36.9  million  of  the  items,  or  abc^ 

79  porcent,  had  no  demands  during  the  previous  12  months.  In  1993,  three 
of  tile  five  divisions  had  about  the  same  amount  of  inv^itory  with  fewer 
than  three  demands  as  they  did  in  1992.  For  one  of  the  remaining  two 
divisions,  the  amount  in  1993  was  about  double  that  in  1992  ($8.1  million 
versus  $4.3  million).  For  the  other  division,  the  amount  in  19^  as 
compared  with  1992  was  significantly  less  ($2.6  million  versus 
$26.3  million).  Table  2  shows  the  number  and  value  of  items  with  fewer 
than  three  demands  during  1992  and  1993  for  the  five  divisions. 

TaMa2:NiiiiilMrandOollarValti*of  ■■■■■■■ 

AiNhortasd  tnvanloiy  Hams  With  TWo  Dollars  in  millions 

or  Fiwsr  Oamanda  In  1M2  and  1993 

rar  viB  nw  mviBionB* 

Divtalona _ 

1st  Infantry 
1  St  Cavalry 
2nd  Annored 
4th  Infantry 
24th  Infantry 

fotoi 


Mams  with  two  or  tawar  damonda 

Numbar  of  Hama _ Vahio 

1992  1993  1992  1993 

1,660 _ 514  $4.3 _ $8.1 

968  1,191 _ 20.8  19.0 

1,719  2,031 _ 4J _ ^ 

2,136  1,685 _ 15J _ 13.5 

2,669 _ 596  26.3 _ « 

9,152  6,017  $70.6  $48.9 


Stocking  items  at  the  retail  level  that  recdve  few  demands  represent  an 
inventory  investment  that  could  be  avoided.  As  we  previously  reported, 
these  items  could  be  deleted  firom  the  divisions’  authorized  inventory, 
relocated  to  the  wholesale  level  depots,  and  issued  to  the  units  as  needed. 
Eknng  so  would  not  impair  supply  responsiveness  because  (1)  many  of  the 
items  had  no  dmnands  and  (2)  only  about  8  percent  of  the  items  demanded 
were  for  items  considered  mission  essential — ^meaning  that  nonavailability 
of  the  item  could  impact  on  a  unit’s  mission  capability.  Additionally,  with 
the  advancements  in  tranqiortation,  such  as  ovemi^t  delivery,  and 
expedited  procesraing  at  the  storage  depots,  the  nonavailability  of  such  a 
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small  number  of  items  at  the  division  level  should  not  significantly  affect 
the  ability  of  the  units  to  accomplish  their  training  misaon.  Furthermore, 
whatever  additional  tran^)ortation  costs  that  might  be  incurred  would  be 
mwe  than  offset  by  the  reduced  inventory  investment 


In  our  1992  report,  which  dealt  only  with  demand-based  items,  we  found 
that  69  percent  of  the  items  had  13  or  more  demands  during  the  12-month 
period  reviewed.  These  items  accounted  for  78  percent  of  the  authorized 
inventory  and  92  percent  of  the  item  issues.  Not  much  has  changed  since 
our  last  report  At  the  five  divisions  in  our  current  review,  64  percent  of 
the  inventory  items  with  13  or  more  demands  during  the  past  12  months 
represented  67  percent  of  the  inventory  value  and  89  percent  of  the 
mventmy  issues  to  the  divisirms’  customers. 

As  shown  in  table  3,  the  11,104  items  with  13  or  more  demands  accounted 
for  $126  million  of  the  $187  million  of  authorized  inventory  and 
$432  million  of  the  total  issues.  Conversely,  the  remaining  9,664  items, 
with  3  to  12  demands,  had  an  inventory  vidue  of  $61  million,  but  accounted 
Sm  only  $61  million,  or  11  percent,  of  the  issues.  Hie  question  that  arises  is 
should  the  Army  invest  $61  millicm  in  inventory  that  only  results  in 
satistiying  $61  million,  or  about  11  percent  of  its  customers’  needs. 
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$50.9 

11 

ISormore 

11,104 

126.3 

431.9 

89 

ToM 

20,658 

$167.3 

$482A 

100 

Increasir^  the  critericm  for  determining  udiich  items  to  retain  firom 
3  demamte  during  a  12-m(Hilh  poiod  to  13  demands  during  a  12-m(Hith 
period  would  allow  Die  Army  to  reduce  its  inventory  by  9,664  items  and  its 
investment  at  the  five  divisions  by  $61  million.  Doing  so  would  not 
materially  affect  siq^ly  reqxmsiveness  as  evidenced  by  the  fact  that  these 
items  onl^  accounted  for  11  percent  of  the  total  issues.  Additicmally,  as 
previous  discussed,  the  number  ofitems  that  are  requested  that  could 
affect  readiness  is  also  small — about  8  percent 

According  to  Dq^iartment  of  Defense  officials,  the  criterion  for  retaining 
the  item  on  the  authorized  stock  li^; — 3  demands  in  12  months — is  the 
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minimum  criterion  and  Anny  imyor  commands,  as  part  of  the  Total  Army 
Inventmy  Management  program,  have  the  authority  to  increase  the 
number  of  demands  re(piired  to  retain  the  item  on  their  authorized 
stockage  list 


Army  Studies  Have 
Also  Identified  the 
Need  to  Reduce  Stock 
Levels  at  Retail 
Activities 


The  Army  has  also  recognized  the  problem  of  maintaining  inventories  that 
contribute  little  toward  meeting  the  needs  of  its  customers.  In  one  study 
conducted  in  Iday  1992,  the  Fmces  Command  analyzed  12  months  of 
demand  data  from  4  divisions  and  found  that  68  percent  of  the 
38,165  items  stocked  had  3  or  fewer  demands  during  the  12-month  period. 
On  the  basis  of  its  analysis  of  the  demand  data,  the  Command  concluded 
that  the  divisions'  inventory  investment  could  be  significantly  reduced  and 
readiness  would  not  be  adversely  affected. 


The  results  of  another  study  conducted  at  seven  divisions  by  the  Army’s 
Quartermaster  Center  and  School  and  the  Army  Materiel  Systems  Analysis 
Acthdty  in  October  1992  showed  that  about  75  percent  of  the  items  had 
fewer  than  three  demands  during  a  year.  The  study  recommended  that  the 
Army  apidy  the  demand-based  retention  criterion  to  nondemand  items  and 
eliminate  firom  inventory  those  items  that  do  not  meet  the  criterioa 


On  the  basis  of  the  above  studies  and  our  prior  reports,  in  October  1992, 
the  Army  directed  its  retail  activities  to  delete  demand-based  items  fh>m 
their  authmized  stockage  list  that  did  not  meet  the  retention  criterion-^ 
Iea8t3  demands  during  a  12-monlh  period.  The  retail  activities  reported 
that  by  May  1993,  th^  had  reduced  their  inventories  by  about  $42  miUioa 


In  July  1993,  the  Commander,  Forces  Command  issued  instructions  to  the 
installations  that  cmly  demand-siq}poited  items  should  be  stocked  and  that 
the  criterion  for  retaining  items  on  the  authorized  stock  list  should  be 
increased.  Our  review  showed  that  while  the  number  of  items  that  are  not 
demaDd4>a8ed  have  decreased,  there  was  no  indication  that  the  item 
retentiMi  criterion  had  been  increased. 


Recommendations 


In  our  prior  reports,  we  recmnmended  that  the  Secretary  of  the  Army 
reduce  the  inventory  levels  at  retail  activities  by  only  stocking  those 
items— demand-based  and  nondemand-based— that  meet  the 
demand-based  criterion.  We  also  recommended  that  the  inventory 
stocking  criterion  be  reevaluated  in  view  of  the  large  investment  in 
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inventray  itons  diat  contzibute  Utile  to  meeting  the  needs  of  the  retail 
activities*  custranera.  Tliese  recmnmendaticnis  are  stUl  valid. 


Agency  Comments 


The  Department  of  Defense  agreed  with  our  findings  and  our 
recommendations  that  the  oriteritm  finr  determining  vdiat  inventory  items 
should  be  stocked  at  the  divisions  needs  to  be  reevaluated  Hie 
Department  said  that  thoe  is  a  continuing  need  to  reevaluate  stocka^ 
pdicy  and  procedures  and  that  the  Department  has  ongcnng  elfcnts 
through  finmal  and  informal  studies,  work  groiqis,  ccmferences,  and 
discussirKis  that  center  (m  ways  to  improve  the  arena  of  repair  parts 
management 

The  Department  did  not  ftilly  agree,  however,  that  ail  the  items  authorized 
for  stockage  at  toe  diviaitm  level  should  be  based  on  a  epedfic  numlter  of 
demands.  Ihey  said  that  whflenondemandbased  inventories  toould  be 
reduced,  the  stockage  ot  nondemand4>ased  inventory  that  only  meets  the 
demandbasedcriteim  is  not  feasible  at  this  time.  Ftirthermore, 
ncmdeinand-based  iteins  are  stoclmd  accOTding  to  Army  regulaticxis  and, 
therefore,  may  not  have  had  any  donands  within  the  past  12  months.  In 
toe  Dqpartmoit’s  view,  commanders  need  the  flexibilily  to  stock  those 
itons  toat  otherwise  would  not  quaUiy  for  stockage  if  a  donand-based 
critaion  was  inqxMed. 

Our  analsrsis  showed  that  items  categorized  as  mHidemand-based  items  are 
not  neoessuily  items  that  are  not  demanded.  In  fact,  over  56  percent  of  toe 
itmns  thus  categrxized  had  sufficiMit  demands  that  would  have  qualified 
them  f(v  stockage  unda  the  demand4>ased  item  critericm.  Our  point  is 
that  regardless  whether  an  item  is  categorized  as  demand-based  or 
noiutenoidbased,  if  it  is  requisitioned  infinequently,  it  represents  an 
investment  in  inventcuy  that  provides  little  toward  meeting  toe  stqpply 
reqprmsiveness  needs  of  the  Army.  This  point  was  dearly  demonstrated  by 
our  review,  whidi  showed  toat  items  requested  infiequently  represented 
about  20  percent  of  the  total  invontory  investm^it  ($49.6  million  of  the 
$234.2  milliim  authorized).  See  sfqiendixes  n  and  in.  However,  these 
infrequently  recpiested  items  contributed  insignificantly  to  meeting  toe 
needs  Army  customers.  Therefore,  we  believe  our  recommendation  that 
divisions  only  stock  toose  items  that  meet  the  demand-based  criterion 
remains  valid.  The  Dq>artm«it*s  comments  appear  in  appendix  IV. 
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We  are  sending  copies  of  this  rq>ort  to  the  Director  of  the  Office  of 
Management  and  Budget;  the  Chairmen  of  the  House  Committee  on 
Government  Operations,  the  Senate  Committee  on  Governmental  Affairs, 
the  House  and  Senate  Committees  on  Appn^riations,  and  the  Senate 
Committee  on  Armed  Services;  and  the  Secretaries  of  Defmse  and  the 
Army.  C<qp»ies  will  also  be  made  available  to  other  parties  on  request 

Hease  contact  me  at  (202)  512-5140  if  you  or  your  staff  have  any  questions. 
Other  msqor  contributors  to  this  report  are  li^ed  in  appendix  V. 

Sincerely  yours. 


Marie  E.  Gebicke 
Director,  Military  Operations 
and  Capabilities  Issues 
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Scope  and  Methodology 


To  accompUsh  our  objectives,  we  reviewed  Army  policies  and  regulations 
instructing  retail  activities  on  how  to  determine  which  and  how  many 
items  to  stock.  Also,  we  reviewed  Army  studies  and  reports  concerning  its 
inventory  reduction  efforts. 

We  discussed  inventory  practices  with  Army  officials  in 

•  the  Office  of  the  Deputy  Chief  of  Staff  for  Logistics,  Department  of  the 
Army,  Washington,  D.C.; 

•  the  U.S.  Combined  Arms  Support  Command,  Fort  Lee,  Virginia; 

•  the  U.S.  Quartermaster  Center  and  School,  Fort  Lee,  Virginia;  and 

•  the  Headquarters  Forces  Command,  Fort  McPherson,  Georgia. 

We  performed  a  detailed  analysis  of  the  availability  balance  files  and 
demand  history  files  at  five  divisions  located  in  the  United  States.  To 
measure  changes  in  inventory  levels,  we  compared  supply  data  from  fiscal 
year  1992  with  the  same  type  of  data  for  fiscal  year  1993.  Our  work 
focused  on  the  five  divisions  that  had  been  the  subject  of  our  earlier 
reports  on  inventory  investment  in  common  items: 

•  1st  Infantry  (Mechanized),  Fort  Riley,  Kansas; 

•  1st  Cavalry,  Fort  Hood,  Texas; 

•  2nd  Armored,  Fort  Hood;^ 

•  4th  Infantry  (Mechanized),  Fort  Carson,  Colorado;  and 

•  24th  Infantry  (Mechanized),  Fort  Stewart,  Georgia 

At  each  division,  we  determined  (1)  the  types  and  value  of  items 
authorized  for  stocking,  (2)  whether  the  items  were  stocked  in  accordance 
with  Army  retention  criteria,  (3)  the  requisitioning  priorities  used  by  the 
division’s  customers  when  requesting  stock,  and  (4)  the  firequency  of 
requests  for  all  items. 

We  tested  the  reliability  of  data  that  showed  the  types,  number,  and 
quantities  of  items  authorized  for  each  of  the  five  divisions.  This  was  done 
by  reconciling  data  abstracted  fix>m  gao  data  files  to  similar  data  reported 
to  Forces  Command  during  a  similar  time  period.  To  ensure  consistency  of 
pricing  data  for  each  item,  we  used  the  Army’s  Master  Data  File  catalog. 

Our  review  was  performed  firom  July  1993  to  February  1994  in  accordance 
with  generally  accepted  government  auditing  standards. 


'Foraieriy  the  6th  InTantty  Divisi<Hi  (Mechanized),  Fort  Polk,  Louisiana. 
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Appendix  n _ 

Demand  and  Nondemand  Authorized 
Inventory  Levels  in  1993  for  the  Five 
Divisions 


Dollars  in  millions 


Demand-lMsad  Nondemand-based  Total 


Division 

Hams 

Value 

Hems 

Value 

Hems 

Value 

Isf  Infantry 

3,770 

$13.6 

608 

$17.0 

4,378 

$30.6 

1  St  Cavalry 

4,741 

62.5 

659 

7.8 

5,400 

70.3 

2nd  Armored 

2,266 

31.9 

4,840 

11.2 

7,070 

43.1 

4th  Infantry 

4,124 

4.1 

2,117 

39.8 

6,241 

43.9 

24th  Infantry 

3,927 

43.4 

312 

2.9 

4,239 

46.3 

Total 

18,828 

$155.5 

8,536 

$78.7 

27,384 

$234.2 

Note:  The  total  items  in  1993  may  not  agree  with  the  totals  shown  in  table  1  because  the  same 
item  could  be  categorized  as  demand-based  at  one  supply  activity  and  as  nondemand-based  at 
another  activity  within  the  same  division.  Therefore,  for  the  purpose  of  this  table,  the  item  would 
be  counted  in  each  category. 
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Demand  and  Nondemand  Authorized 
Inventory  Items  and  Value  With  Two  or 
Fewer  Demands  in  1993  for  the  Five 
Divisions 


Dollars  in  millions 

Dsmantf^basad 

Nondemand-based 

Total 

Division 

Items 

Value 

Items 

Value 

Herns 

Value 

1st  Infantry 

184 

$0.3 

334 

$7.8 

518 

$8.1 

1st  Cavalry 

836 

13.8 

360 

5.2 

1,196 

19.0 

2nd  Armored 

219 

0.8 

1,820 

3.0 

2,039 

3.8 

4th  Infantry 

490 

0.6 

1,197 

12.9 

1,687 

13.5 

24th  Infantry 

535 

2.3 

98 

0.2 

633 

2.5 

ToM 

2,264 

$17.8 

$29.1 

6,073 

$46.9 

Note:  The  total  items  in  1993  may  not  agree  with  the  totals  shown  in  table  2  because  the  same 
item  could  be  categorized  as  demand-based  at  one  supply  activity  and  as  nondemand-based  at 
another  activity  within  the  same  division.  Therefore,  for  the  purpose  of  this  table,  the  item  would 
be  counted  in  each  category. 
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Comments  From  the  Department  of  Defense 


OFFICE  OF  THE  UNDER  SECRETARY  OF  DEFENSE 


>000  DCPCNSK  KNTAOON 
WASHINGTON  DC  >0>0t  ->000 


T9  MY  I9M 


ACOUMmON  *NO 


(L/MRM) 


Mr.  Mark  E.  Geblcke 
Olractor,  Military  Oparations  and 
Capabilitlas  laauas 
National  Sscurity  and  Zntarnational 
Affairs  Division 
U.S.  General  Accounting  Office 
Hashington,  DC  20548 

Dear  Mr.  Gebicke: 

This  is  the  Department  of  Defense  (DoD)  response  to  the 
General  Accounting  Office  (GAO)  draft  report,  "AKMY  IMVEMTORyi 
Opportunities  Exist  for  Additional  Reductions  to  Retail  Level 
Inventories,”  dated  March  31,  1994  (GAO  Code  703019/OSD  Cass  9631). 
The  DoD  partially  concurs  with  the  report. 

The  DOD  agrees  that  reductions  to  retail  level  Inventories  can 
be  achieved* -progress  toward  that  objective  is  continuing.  Over 
the  past  year,  the  Army  has  issued  new  instructions  to  improve 
Inventory  management  and  has  significantly  reduced  inventory  levels 
for  retail  items.  The  DoD  utilizes  various  continuing  siechanisms 
to  identify  improvements,  such  as  both  formal  and  informal  studies, 
workgroups,  and  conferences. 

Nith  the  exception  of  new  and  recently  modified/upgraded 
systems,  DoD  agrees  that  stockage  for  non  demand-based  items  should 
be  reduced  to  the  same  levels  as  desuind-based  items.  For  new  and 
recently  siodified/upgraded  systems,  minimal  non  demand-based 
stockage  to  support  readiness  and  operational  usage  is  appropriate 
until  sufficient  data  (normally  one  year)  is  available  to  determine 
demand-based  stockage  requirements. 

The  OoD  detailed  comments  to  the  draft  report  findings  and 
recommendations  are  provided  in  the  enclosure.  The  DoD  appreciates 
the  opportunity  to  comment  on  the  draft  report. 


Sincerely, 


James  R.  Klugh 

'  Deputy  Under  Secretary  of  Defense 
(Logistics) 
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OkO  BMtFT  UFOn— MXBD  NMCB  31,  1994 
(WO  COOm  703019)  OSD  WSE  9631 


zovsKEORTt  orvomMxcxi 

KKDOCTIOSS  TO  UZkZt.  XJ 


nXR  FOR  JtOOXSXaWL 


DsnimBR  or 


FXHDXSOS 


Now  on  p.  1. 


IfiUfUiU*  The  GAO  roportod  that,  as  of  Septenher  1993, 
the  Army  had  about  $3.3  billion  of  Inventory  at  retail  level 
activities.  The  GAO  noted  that  represented  a  decrease  from 
ebout  $4  billion  as  of  Septaaber  1991.  The  GAO  reviewed  the 
1st  Infantry,  the  1st  Cavalry,  the  2nd  Armored,  the  4th 
Infantry,  and  the  24th  Znfantiy.  The  GAO  noted  that  the 
five  divisions  had  authorised  Inventory  levels  for  conmon 
Iteos  valued  at  $234.2  Billion. 

The  GAO  ei^lalned  that  cosason  Itens  are  categorised  as 
either  deaand-based  or  non  daaand-based.  In  addition,  the 
GAO  pointed  out  that  deaand-based  Itens  are  those  which  are 
deaanded  by  division  custoasrs  at  least  three  times  In  a 
12-a»nth  period.  The  GAO  noted  that  non  desiand-based  Itaas 
do  not  need  a  mlninua  number  of  requests  in  order  to  be 
stocked.  The  GAO  further  noted  that  non  demand-based 
Inventory  consists  of  items  that  the  units  stock  (1)  at  the 
direction  of  the  Amy,  (2)  at  their  o*m  discretion,  and 
(3)  to  support  newly  fielded  systems,  (pp.  1-2/GAO  Draft 
Ksport) 

aOD  mMFoassi  Concur.  The  September  1993  Supply  System 
Inventory  Report  Identified  a  total  of  $3,281  billion, 
comprised  of  $2,399  billion  for  retail  inventory  In  Defense 
Business  operating  Fund,  and  $.882  billion  for  Operations 
and  Maintenance,  Army. 
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FimiMO  nt  PlFioiono  too  eoatlnolM  9o  Otaek  Iteay  It— 

«hot  ■OTO  If*  It— Tho  6k0  roportwi  that  Ff  1993 

data  showad  that  the  flva  dlvialona  wara  anthorliad  to  stock 
26,673  itaas,  valuad  at  about  $234.2  nlllion.  Tha  6M)  notad 
that  aaouat  rapzaaantad  a  raductioa  froa  FT  1992  anthorixad 
invantory  lavala  of  30,863  Itaas,  valaad  at  $263.8  ■llllen. 

Tha  680  found  that  tha  flva  divisions  it  zaviawad  daozaasad 
tha  aauunt  of  infzaquantly  raquastad  itaas  batwaan  1992  and 
1993;  hOMavar,  tha  divisions  still  continuad  to  stock  a 
significant  aaount  of  tha  itMS.  For  axaapla,  tha  080 
raportad  that,  in  1992,  tha  fiva  divisions  had  $70.6  alllion 
of  authorlsad  invantory  raquastad  favor  than  throo  tiaas 
during  tha  pravious  12  Bonths>-whlla  $51.7  aillion  of 
authorlsad  invantory  was  not  raquastad  at  all  during  tha 
pariod.  Tha  080  statad  that,  in  1993,  tha  fiva  divisions 
continuad  to  stock  $46.9  aillion  of  authorlsad  invantory-- 
invantory  that  had  baan  raquastad  fawar  than  thraa  tiaas 
during  tha  pravious  12  aonths— with  $36.9  aillion  of  tha 
Itaas,  or  about  79  parcant,  not  raquastad  at  all  during 
tha  pariod. 

Tha  080  pointad  out  that  stocking  itaas  racoiving 
daaands  at  tha  ratail  laval  roprosontad  an  invantory 
invastaant  that  could  ba  avoidad.  8s  tha  080  praviously 
raportad  (080/IISXAO-93-09),  tha  080  concludad  that  tha  itaas 
could  ba  dalatad  free  tha  authorlsad  invantorias  of  tha 
divisions  and  zalocatad  to  tha  «rtiolasala  laval  dapots  and 
issued  to  tha  units  as  naaded.  Tha  080  further  concluded 
that  deleting  tha  itaas  would  not  iapair  supply 
rasponsivanass,  bacausa  (1)  aany  of  tha  itaas  had  no  daaands 
and  (2)  only  about  8  parcant  of  tha  itasM  daaandad  wara  for 
itaas  considered  aission  assantial,  aaaning  non-availability 
of  tha  Itaa  could  iapact  on  tha  aission  capability  of  the 
unit.  Tha  080  also  concludad  that  the  advancaaants  in 
transportation,  such  as  overnight  delivery  and  axpaditad 
processing  at  the  storage  dapots,  could  ba  used  to  ainiaisa 
the  iapact  on  the  training  aission. 

(pp.  3-S/G80  Draft  Report) 

vm  naaanaaa.  Concur.  The  Dapartasnt  does  not  dispute  the 
figures  cited  by  tha  080.  It  should  ba  recognised  that 
divisions  are  authorised  to  stock  non  daaand  supported  itaas 
aecording  to  the  currant  8zay  regulation.  Tharafora,  it  is 
possible  that  itaas  aay  not  have  a  daaand  within  the  currant 
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12  month  poxiod.  The  inventory  investment  thet  could  be 
•voided,  ••  pointed  out  by  the  GhO,  represents  •  doller 
•mount  thet  hae  elreedy  been  expended.  Dollar  saving,  if 
any,  would  be  reelixed  only  by  the  divisions  tuming-in  the 
item  to  the  wholesale  level  for  credit  to  their  Operations 
and  Naintenanoe  accounts  or  the  retail  portion  of  the 
Oaf ease  Business  Operating  Fund.  Some  of  those  items  could 
eonoeivebly  be  directed  to  the  Defense  Beutilisation  and 
Marketing  Office  for  disposal.  If  there  are  few  or  no 
demands  for  those  itsms  in  the  divisions  it  is  unlikely  they 
are  routinely  spending  additional  funds  to  restock  the 
items.  A  reduction  in  nnneedad  asset  posture,  as  achieved 
from  1992  to  1993,  is  continuing.  Turning  in  the  items 
would  reduce  the  on-hand  inventory  in  the  divisions, 
eliminate  the  time  spent  on  managing  that  portion  of  the 
inventory,  and  improve  their  authorised  stockage  list  asset 
posture.  Those  are  all  desirable  actions  which  the 
Oepartmant  supports.  It  is  the  DoD  intent  not  to  Invest 
dollars  in  inventory  that  is  unnaeded.  As  such,  the 
Department  continues  to  develop  policy  and  prooedurea 
towards  that  ^jaotive. 


its  1992  report  (OSD  Case  9135),  which  dealt  only  with 
demand-based  itau,  found  59  percent  of  the  items  had  13  or 
more  demands  during  the  12-month  period  reviewed.  The  GAO 
pointed  out  that  those  itsam  accounted  for  78  percent  of  the 
•uthoriied  inventory  and  92  percent  of  the  items  issued. 

The  OMO  noted  that  not  much  had  changed  since  the  prior 
report.  In  the  current  review,  the  GAO  found  54  percent  of 
the  inventory  iteam  with  13  or  more  demands  during  the  past 
12  months,  represented  47  percent  of  the  inventory  value, 
and  89  percent  of  the  inventory  items. 

The  GAO  concluded  that,  by  increasing  the  criteria  for 
determining  which  items  to  retain  from  three  demands  during 
a  12-month  period  to  13  demands  during  a  12-month  period 
would  allow  the  Army  to  reduce  the  inventory  by  9,554  items 
and  the  investment  at  the  five  divisions  by  $41  million. 

The  GAO  concluded  that  doing  so  would  not  materially  affect 
supply  responsiveness,  as  evidenced  by  the  fact  that  the 
items  only  accounted  for  11  percent  of  the  total  issues. 
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Now  on  pp.  4-5. 


FuEthonoro,  tho  GAO  stotod  the  nnnber  of  itoao  that  or* 
roquooted  that  coaid  affect  readlnona  la  also  saall— ’about 
8  percent.  The  GAO  noted  that  the  criteria  for  retaining 
the  itma  on  the  authorized  stock  list->throe  daaands  in 
12  smntha— -was  the  sdnimua  criteria  and  that,  as  part  of  the 
Total  Amy  Inventory  Managaamnt  Prograa,  Amy  major  coasmnds 
had  the  authority  to  increase  the  number  of  demands  required 
to  retain  the  item  on  their  authorized  stockage  list. 

(pp.  5-6/GAO  Draft  Xeport) 

imm  euesQ—mi  Concur.  There  is  a  continuing  need  to 
reevaluate  stockage  policy  and  procednms  for  the  authorized 
stockage  lists.  The  Deparmant  has  a  continuous,  ongoing 
effort,  through  formal  and  informal  studies,  workgroiqw, 
conferences,  and  discussions,  that  center  on  ways  to  isgtrove 
the  arena  of  repair  parts  managoment. 

The  GAO  suggested  that  the  Army  consider  incmasing  the 
criteria  for  retention  from  3  demands  to  13  demands.  The 
regulation,  houever,  already  allows  Commands  to  set  a 
stricter  standard  for  authorized  stockage  list  stockage. 

The  criteria  cited  by  the  GAO  am  the  minimum  requirements. 
For  low  density  items,  three  doaunds  am  required  to  add  and 
one  demand  to  mtain.  Under  those  circumstances,  the 
minismm  add  and  retain  criteria  both  must  be  considered  for 
change,  because  the  retention  criteria  cannot  exceed  the  add 
criteria  if  the  system  is  to  function  properly.  However, 
under  the  present  demand  criteria,  all  weapon  systems,  and 
all  repair  parts,  am  weighted  the  same  for  stockage 
purposes,  within  essentiality  codes.  The  Department 
mcognizes  the  need  to  differentiate  and  intensively  suuiage 
some  items  mom  than  others,  and  is,  therefore,  beginning  to 
work  towards  that  goal.  For  example,  one  item  may  be 
stocked  using  the  9/3  criteria,  while  another  could  be 
stocked  using  13/13  criteria.  That  approach  would  help  add 
'weight”  to  the  more  isq^rtant  items  on  the  authorized 
stockage  list.  The  authorised  stockage  list  manager  must  be 
allowed  to  tailor  the  support  to  the  high  priority  weapon 
systems  of  the  Command. 


<  WTwntma  n.  M.rmw  stadlee  Meve  Alao  Identified  The  meed  To 
■educe  Stock  imvela  At  Hetail  Aetlvities.  The  GAO  mported 
the  Ansy  recognised  the  problem  of  maintaining  inventories 
that  contribute  little  toward  meeting  the  needs  of 
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eiMtoawrs.  Th«  GJU)  notad  that,  in  ona  study  conductad  In 
May  1992,  tha  Fotcas  rnawinrl  analysad  12  aonths  of  daaand 
data  tram  four  divisions  and  found  that  69  parcant  of  tha 
39,15S  Itasw  stockad  had  thxaa  or  fawar  dMwnds  during  tha 
12-«»ath  parlod.  Tha  690  also  raportad  tha  Cosaumd  had 
eoneludad  that  tha  invantory  InvastsMnt  of  tha  divisions 
could  ba  significantly  raducad  and  that  raadinass  would  not 
ba  advarsaly  affaotad. 

Tha  eJtO  statad  that,  basad  on  tha  Aray  stadias  and  tha  prior 
690  roports,  in  Octobar  1992,  tha  Any  diractad  ratail 
aetivitias  to  dalata  dasMnd-basad  itasw  from  thair 
authoriiad  stockaga  list  that  did  not  naat  tha  ratantion 
oritaria»at  laast  thraa  daaands  during  a  12-aonth  pariod. 
Tba  690  notad  that  tha  ratail  aetivitias  raportad  that,  by 
Nay  1993,  invantorias  wars  raducad  by  about  $42  million. 

Tha  690  laaraad  that,  in  July  1993,  tha  Coanandar,  Foreas 
Cf— and  isauad  instructions  to  tha  installations  that  only 
dsmsnd  supportad  itaaw  should  ba  stockad  and  that  tha 
eritaria  for  rataining  Itasw  on  tha  authorisad  stock  list 
should  ba  ineraasad.  Tha  6A0  obsarvad  that,  whila  tha 
nnmbar  of  non  dasuind-baaad  itsms  had  daeraasad,  thara  was  no 
indication  tha  itssi  ratantion  eritaria  had  baan  ineraasad. 
(P*  2,  pp.  6>7/690  Draft  Maport) 

fiSBJUIfSHI*  Concur.  Basad  on  prior  Amy  studios,  tha 
O.S.  Amy  fOreas  rnsisnrt  plaeas  intamal  nanagamant  controls 
for  authorisad  stockaga  lists  in  its  Total  Amy  Nanagamant 
Program.  Progross  towards  Inventory  rsduction  is  baing 
mada.  For  asaapla,  tha  26,679  authorisad  linos  of  tha 
authorisad  stockaga  list  in  tha  fiva  divisions  ineludad  in 
tha  690  draft  mport  was  roduood  to  20,924  linos  by 
March  1994. 


IBBimillflLlt  Ns  in  prior  reports,  tha  690  racommandad 
that  tba  Socratary  of  the  Amy  reduce  tha  inventory  lovals 
at  retail  activities  1^  stocking  only  those  items— demand- 
basad  and  non  domand-basad— that  meat  tha  demand-based 
oxitmria.  (p.  7/690  Draft  Report) 
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imn  —■ <1— «  Partially  concur.  Tbo  OoO  agraas  that 
ovarall  invantory  lavals  should  ba  raduead  and  ia  continuing 
to  work  toward  that  objactiva.  With  tha  axeaptimi  of  naw 
and  raoantly  nodifiad-upgradad  aystanw,  OoO  agraaa  that 
stoekaga  for  non  daa>and-baaad  itaaw  should  bo  raduood  to  tha 
ssao  lavals  as  daswnd-bassd  itaas.  For  naw  and  raoantly 
sndiflad/upgradad  aystasw,  Biniaal  non  danand-basad  stoekaga 
to  support  raadinass  and  oparational  usags  is  appropriata 
until  sufficiant  data  is  availabla  to  datsrmina  daswnd-basad 
stoekaga  raguiraiwnts. 

liffiWHriTTfii  1*  As  in  prior  raports,  tha  GAR  raeosaandad 
that  tha  invantory  stocking  oritaria  ba  roavalnatad  la  viaw 
of  tha  largo  invastswnt  in  invantory  Itaua  contributing 
littla  to  naating  tha  naads  of  tha  rotail  aotivitias 
eustoswrs.  (pp.  7>t/aA0  Oraft  Xaport) 

jflBJHMMyyii  concur.  As  axplainad  in  tha  OoO  raaponsa  to 
Finding  C,  tha  Oapartswnt  has  a  continuous,  ongoing  affort 
to  iaprovo  rapair  parts  stanagssMnt.  Tha  Ooo  utilisas 
various  MchanisM  to  idantify  iaprovusants,  inelnding 
foraal  and  informal  studios,  workgroups,  confaronoos,  and 
disoussions.  Prograss  is  continuing  towards  inprova 
aanagomsnt,  as  avidanead  by  tha  issnanea  of  now  instructions 
and  raduead  invantory  lavals  ovar  tha  last  yaar.  (Also  saa 
tha  OoO  rasponsa  to  Finding  0). 
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